This study examines the effects of board composition and mimetic behaviour on the extent and credibility of corporate voluntary disclosure. The investigation is based on the annual reports of 155 Malaysian listed companies during the period when these companies faced new corporate governance regulation. This study provides evidence that under the influence of dominant owners on board, management voluntary disclosure decisions are driven by incentives to conform when their company is structured to meet expectations of good corporate governance. Such incentive seems to override incentives to disclose credible information to outside investors.
Introduction
Calls for corporate transparency as a matter of good corporate governance practice create uncertainty regarding appropriate extent of management voluntary disclosures. Managers are subjected to substantial pressure to voluntarily disclose as a matter of good corporate governance practice or otherwise risk potential loss of legitimacy regarding their activities. However, managers' disclosure incentives for legitimation purposes may outweigh their incentive to communicate credible information as monitoring mechanism to investors. Alignment of managers and investors interests can be achieved through monitoring of managers' activities by the board of directors (Fama & Jensen, 1983; Healy & Palepu, 2001 ). However, prior empirical evidence on the relationship between voluntary disclosure and board composition provides mixed results. In particular, the evidence provided in relation to East Asian countries focused on independent non-executive directors' reputation incentives as an explanation for these directors to perform their monitoring role. However, these studies lack satisfactory explanation with regard to the potential influence of dominant owners on these directors monitoring role. Where independent non-executive directors are appointed by these owners, being the same individual they are supposed to monitor, there is a potential risk of collusion between these two parties (Patelli & Prencipe, 2007) . Hence, omitting the potential influence of dominant owners will not provide satisfactory conclusion to the hypothesized relationship.
The aim of this study is to examine the effects of board composition and mimetic behaviour for conformity on corporate voluntary disclosure. In particular, it is contended in this study that such disclosure decisions, in terms of both the extent and credibility of the information disclosed, is a complex balance between management incentives to promote efficient governance of their companies or to conform for legitimation purposes.
Literature review and generation of hypotheses

Board Composition and Corporate Voluntary Disclosure
The influence of board composition on managers' voluntary disclosure decisions in this study is examined by independent variables related to family members on the board and the monitoring role of independent nonexecutive directors.
Family Members on Board
Prior studies suggest that family owned companies gained control of the company by nominating family members on the board of directors (e.g. Chen & Jaggi, 2000 and Ho & Wong, 2001 ). Further, this can also suggests the existence of dominant group of shareholders or a substantial shareholder with strong influence on the board's decision. Such influence could impair the directors' independence and could lead to higher risk of collusion between independent non-executive directors and family owners (Patelli & Prencipe, 2007) . Prior empirical evidence suggests that these directors support major decisions in favour of family owners rather than outside investors (C. J. P. Chen & Jaggi, 2000; Leung & Horwitz, 2004) .
The potential entrenchment effect of family owners on voluntary disclosure can be mitigated by greater demand for detailed disclosure of voluntary information by outside investors (Wang, 2006) . However, outside investors' role in Malaysia may be an ineffective control mechanism as outside investors' activism is still developing. Hence, this study formulates the following hypothesis:
H1: The percentage of family members on the board is significantly negatively related to the extent of voluntary disclosure.
3 Independent Non-Executive Directors
Fama & Jensen (1983) suggest that board composed of higher percentage of independent non-executive directors strengthened board's independence of management and thus is more effective monitors. With regard to the association between the independent non -executive directors and managers' disclosure tendencies, the evidence is limited and mixed. For example, several studies show that these directors are associated with more comprehensive mandatory financial disclosures (Chen & Jaggi, 2000) , several others show that these directors are negatively associated with the extent of management voluntary disclosures (Gul & Leung, 2004; Eng & Mak, 2003) while some other studies find no significant associations (e.g. Haniffa & Cooke, 2002 and Ho & Wong, 2002) . Prior studies suggest that independent non-executive directors potentially protect the interests of outside investors even in companies characterized by concentrated ownership (Shleifer & Vishny, 1997) . However, when these directors are appointed by the dominant owners, there is a possible collusion between these two parties. Nevertheless, this study expects that the potential effect of this risk will be constrained by regulatory efforts in strengthening corporate governance and transparency in Malaysia (Cheng & Courtenay, 2006) . Hence, this study formulates the following hypothesis:
H2: The percentage of independent non-executive directors on the board is significantly positively related to the extent of voluntary disclosure.
Mimetic Behaviour for Conformity in Corporate Voluntary Disclosure
Under uncertain conditions, institutional theory suggests that social influence lead an organization to imitate the practices of those companies that are viewed to be more legitimate and successful than others (Aerts, Cormier, & Magnan, 2006; DiMaggio & Powell, 1983 ). This study focuses on board interlock and industry concentration as mechanisms that can facilitate managers' mimetic behavior in relation to their voluntary disclosure practices.
Board Interlock
Board interlock refers to appointment of director, either executive or independent non-executive director, on multiple boards. Prior studies provide evidence that board interlocks allow focal company to imitate specific and multiple policies of other companies (Brandes et al., 2006; Westphal et al., 2001) . Imitation is possible since the directors can learn decision-making processes through monitoring management decisions and also from direct participation in decision making of other boards (Westphal et al., 2001 ). In addition, board interlock also has the prospects of facilitating managers to imitate the decision process of other companies. This imitation strategy is known as second-order imitation (Westphal et al., 2001 ).
Management disclosure practices that conform to other companies practicing more transparent disclosure will be perceived as legitimate by regulators and investors (e.g. Aerts et al., 2006 and Brandes et al., 2005) . Further, managers can communicate impressions of good corporate governance practices to these social actors. Hence, this study formulates the following hypothesis:
H3: The percentage of board interlocks is significantly positively related to the extent of voluntary disclosure.
Industry Concentration
The second mechanism that can facilitate managers' incentives to imitate voluntary disclosure practices of other companies is through network of companies within the same industry. In choosing a model to imitate, companies perceived as a leader or model practicing the legitimate activities will provide a strong model for other companies to assimilate (Aerts et al., 2006; Touron, 2005) .
In this study, managers' desire to portray positive interpretations of their company's corporate governance practices is expected to influence them to assimilate other companies practicing more transparent voluntary disclosure practices. This will allow them to justify their actions and deflect criticisms regarding their voluntary disclosure and corporate governance practices (Aerts et al., 2006; Brandes et al., 2006) . This leads to the following hypothesis:
H4: The percentage of industry concentration is significantly positively related to the extent of voluntary disclosure.
Extent of Voluntary Disclosure and Return-Earning Relation
This study also investigates the credibility of the voluntary information disclosed by the managers. Even though managers have incentives to make credible voluntary disclosures to communicate that they are acting in the interests of outside owners and that good corporate governance structures are in place, agency conflicts potentially affect the credibility of management voluntary disclosures (Healy & Palepu, 2001) .
As inferred by findings in Lundholm & Myers (2002) , only credible management voluntary disclosures provide useful information to investors. They demonstrate that voluntary disclosure activity provides useful information to investors by changing their expectation about the company's future performance as reflected in the stock price. This implies that credible corporate voluntary disclosure activity reflects management's tendency to publicly reveal value relevant information about current and future earnings that are impounded in the stock price. It is contended in this study that enhanced voluntary disclosure viewed as credible by outside investors will be positively related to return-earnings relation. This leads to the following hypothesis:
H5: The extent of voluntary disclosure is significantly positively related to the current stock return and earnings relation.
Methodology
All the hypotheses will be tested using a sample of 155 companies listed on the main board of Bursa Malaysia at the end of the year 2002. The definition and measurement of variables is listed in Table 1 . 
Analysis and results
1 Descriptive Statistics
Descriptive statistics for independent variables used in this study are given in Table 2 . Percentage of FAM ranges from 0% to 100%, while the average value for INED is 37.98%. On average, 42.39% of these directors are also board members of other public listed companies (INTER). The average value for INDC is 25.11%.
The mean CRET are negative 0.20% and the mean CEARN are negative 1.27%. These values suggest declining performance among some of the companies in the sample during the current period of study. In contrast, the mean FEARN and FRET are 8.58% and 1.17% respectively, indicating improve performance over the future years. The results based on model 1 are presented in Table 3 while the results based on model 2 are shown in Table 4 . Coefficient for each variable is shown with t -statistics in parentheses * Significant at 10% level (1-tailed test); * * Significant at 5% level (1-tailed test); * * * Significant at 1% level (1-tailed test)
First, the results in Table 3 reveal that FAM is significantly negatively related to the extent of VDISC (at sig. < 0.01%). Therefore, H1 is accepted. This is consistent with the argument that higher percentage of FAM indicates the existence of a dominant group of shareholders or a substantial shareholder that could influence the board's decision to nominate family members to the board. Accordingly, these companies are likely to be closely held or owner managed with greater access to internal information. As such, family owners do not have to rely extensively on public disclosure to monitor their investments (e.g. Chau & Gray, 2002; Haniffa & Cooke, 2002) . The opportunities to expropriate outside investors wealth by family owners due to lesser public disclosure will further reduce managers/owners incentives to disclose detailed voluntary information.
Second, the results in Table 3 reveal a non significant relationship between INED and VDISC. As such, H2 is not accepted. This indicates that the presence of regulatory authorities' emphasis on board independence has not increased the independent non-executive directors concern for their reputation. Accordingly, they have lesser incentives to perform their monitoring activities by exerting pressure on managers to disclose voluntary information to outside investors (Haniffa & Cooke, 2002; Nazli & Weetman, 2006) .
Third, H3 predicts that INTER will be positively related to the extent of VDISC and the result in Table 3 supports this hypothesis. Therefore, H3 is accepted. This confirms the argument that board interlocks allow the independent non-executive directors at focal companies to learn specific or multiple policy decisions in relation to voluntary disclosure strategy. Consequently, this accelerates the awareness to disclose higher voluntary information among them and to influence managers' voluntary disclosure decisions at the focal companies.
Managers' imitation strategy facilitated by board interlocks and the strong influence of family owners infer a possible collusion between independent non-executive directors and family owners. In such situation, the independent non-executive directors are more likely to support the controlling owners in major decisions (Leung & Horwitz, 2004) . Hence, this study infers that these directors support family owners by influencing managers to increase voluntary information for legitimacy purposes. Further, it also offers a possible explanation to the insignificant relationship of INED and VDISC (test of H2).
Fourth, H4 predicts that companies operating in highly concentrated industries are associated with higher level of VDISC. However, the result in Table 3 indicates no significant relationship between these two variables. Hence, H4 is rejected.
Finally, H5 predicts that the greater the extent of VDISC, the more positive is the relationship between current annual stock returns and future earnings. Table 4 presents the results for model 2 when VDISC is not included while results for model 2a include the effects of VDISC. The results in model 2 reveal that the future earnings variable is significant at 1% level (t value = 4.562). This finding indicates the importance of future earnings in explaining the variation in the current stock returns (Lundholm & Myers, 2002; Luo et al., 2006) . However, the results in model 2a show no significant effect of VDISC on current annual stock returns, but future earnings continue to show positive significant relations. These suggest that voluntary disclosure is not viewed as credible to investors in Malaysia. The insignificant change in the adjusted R 2 in both models further supports this suggestion. As such, H5 is not accepted.
Conclusion and limitations
This study provides evidence that under the influence of dominant owners on board, management voluntary disclosure decisions are driven by incentives to conform when their company is structured to meet expectations of good corporate governance. Instead of exerting pressure on management to increase voluntary disclosure to outside investors, the results infer that independent non-executive directors support management increase in voluntary disclosure of their activities for legitimacy purposes. Such disclosure practice seems to override management incentives to disclose credible information to outside investors. These findings provide some evidence to corporate governance regulators in improving corporate governance, other policy makers in strengthening capital market environment and to investment community who rely on corporate disclosures in making their decisions.
There are some limitations in this study. In particular, theoretical and empirical research suggests that returns and future earnings are affected by various corporate governance mechanisms (Bushman et al., 2004) . Future research can be extended to integrate other corporate governance mechanisms as well as other categories of corporate disclosures.
